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~i(' h:l'."t' cons1dc.re<l, your application tor ex~ia1 trom Federal income tax
Q8 on organ1zllUon described in aeoUm 501(c)(7) ot the Intemal Revenue
COde.

Tne informat1t~\ BUbrn1.tted indicatoB that~. wre organized on
l.1nd.er th"! law of the State of . The Fau.. t.l1 Art.iclB

r)f your CerU.t1e..'\te or Incorporation atotes that,;)"OU were foZ"lDed to meet
the "social Ilnd recreatiCl'181 needs or your members.

'lent' activlties conJ1.st of the operation (It a recreat1ona:. tac1llty
hav.1..ng a swinl:rl..ng 1'001 IJJ'ld tennis court, prov:l.d:1ng lessons tor the
use of such tecilit.t~s, und other special event.s.

The club 00:'1 members broken down into t-.."O claseea. '!he classes being
charter members ( ) l1lld I'lBsoc1atc moDt>era , ). Charter memlJe' "'ip were
purchased for $ each, Che-half -:4> ~:~ purchase price "fill .Je -edeemed
by the club within five years ot its o~f'Lrl.al o:P"1'dn&, the oth&r hal " within
ten j"8ar:J. The charter menDers are provided with lif'et1me meri>ership,
t.en votes on mntters affecting the club, lU'ld a waiver or the annual dues,
S in amount. The cl1art.er members will retain tJ1ese priY1ledges after
the initial cost of the rnembflrship has been repaid. '!he all8oc~.'1te
members are required to pB.v the annual em» and are afforded one vote
o.- matte.~ affecting the club •

.3eet1on 501(c~ of the Internal aavenue Code ot 1954 deS~8 certa.:n
orf,u.-uzat1on:; exempt from Federal income tax und~r section 501(a) and
l'(\:ldn, in part, as follo-...r..! I

"C") Clllk; organizoo for pleasure, recreat1orl~ lU'Xl. other
:1o:.;rofit[<~)l(' j.urposes , substantially aJ.l ot the .ot1~.ties

of ',:h.tch ~~ for euch purpose, 8.l'¥1 no pe.rt. ot the 1l8t
earn1ng13 of \'.T.ich inures to the benefit of az(r pri,ntf>
jharohold~r." .
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JeV'P.lm1e !\l11nr, 70-48. 1970-1 C.D., l33 holds that a aoc1al club in \lIhich
OIUy one c1a.llo ot I'QOUSbcl"'!l have votJ.ng riSlt and h4Ve aubstant.1ally lowar
dul')s Ulan it:) aoccnl 'AJ.asa ot meni>ership :U not. .xempt hom Federal "~come

ta."'tes Wlder .section 5".L(c )(7) ot the Code. The tW'_,on being that. the
disp.'\rity in privUedgea oonst.1tutGd jmu"8IDCIIlt to the pNferred. class.

iJnaoo on the intOrmBtion lJul.&tt.ed, tho clift.renee in the privUedges
nf!orUod c.ohs.rtor llJl3IIDbors as oppoMd to tboee atto~ aaaoe1ate IUlItIbers
"onstitutc!J 1.nu.rement to the cba~r~. \lIb.1J.a both class... o!
rnarnOOt"9 enjoy the lace use of the club's tacU.1U.8a, oharter -.ben
control owr ;'~ ot the TOte. OIl IMttfoore attect1ns the club. 'fhe
di:-ltrlbut.ion or voting rights flDkGS it 'V11-tual1.y impossible for usa :1.atB
melnDer to have a voice in matters aftect1ng the club. Also, Zl8soc:1a:.o
tnOOlber:s :]'l'e required to PflY~ dues tor their WI. of the club'a
f'Qcilit1oo while tho duelS are end tor charter I118D)ers. In eUect.
chartor tnemi>cro are being sulJaidized at the oxpeMe or the MlIocUte
t!Jombero.

There/oro, :fOIl ~re not entitJ.a.j to exempt.'lon~ rud.~ ':. 1no0llJl!l tax
as M! orgtmiZ3tion d&~cr1.bed in section 501( e )(7) at the Internal
l19vermo Code. .

L'1 n telOphonc conversation with on ,
'ie ',r.l'J L'..1'()~~(~ of. IJl.lr proposed den1al and gil?8 no 1.M1cation as to
..!-:r·t.h ..~ ,. or :1'"r-. (1I.U· rlctcrmin.::ltion wuld be appealed.

~ )".11,"-:.' r". ~,Ii ;-..,r. to fill) Foderal income tax returns on Yorm ll20 with your
.'~:,' :i.lt.-~C~ .d.r-oct.or- for ~Jtempt organization mattei"B. Bo.sed an rev.iew ot
~,hn :'in:u.d:J. in.J."':>r;--nt1on y:JU i'urr1:1ohed., it I1ppMrs that threo retums
for the ~.,tl:r-J ?, .~ should be tued. 7'heae~.url15 abould
'JC .I."ll1)1 ~ "it.Jdr: JO lJl"llJ ::'rom tho date ot this letter urJ.8aa " req.l88t tor
an cA'tcndioll ,)1 tir.w Ls I:-:rllntod.
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It .. b,-w not. Jl8oOQ1w4 .. WM1 .uh:SQ .» citrrat tJd..- 1d.U *- GIll'
f'1Dal 4et.end.DaUcm 1~. fODp fa'U.N to~ 1W'*11 .~
tIU1 be caDddere4 by the tat.e.mal 8erdoI r. a~ t.o -.atJt
JOlU" I:I&Uable ...,..,1d.tnU.... 13d 3 it .




